Principles of Economics – Third Problem Set
Matthew J. Baker
I. Welfare calculations

For the following demand and supply systems, find market equilibrium, consumers’ surplus, and producers’ surplus. Draw a diagram illustrating each case.
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II. Tax incidence

Find the incidence of the tax for the following cases. 

1. Suppose that 
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, as in problem 1 above. Find the new equilibrium if the government institutes a $5 sales tax on the good. What amount of the tax is borne by consumers?

2. Suppose as in 2 above that 
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. If the government instituted a $10 tax on the good, what amount of the tax would be borne by consumers? 

II. Welfare and taxation

For problems 1 and 2 in section II, find social welfare, and the deadweight loss caused by the tax policy. 

III. International Trade

Suppose that the domestic demand for a product is given by 
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, while the domestic supply is given by 
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1. Find the equilibrium price and quantity when there is no international trade (that is, find supply and demand equilibrium). 

2. Suppose now that the prevailing world price is given by 
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. Find the domestic supply, and the amount of imports that occur given this world price. (You may wish to reference figure 5 on page 181 of your book). 
3. Find the domestic supply and the amount of imports that would occur if the government were to enact a $2 tariff on the good. 

4. Find the tariff revenue collected and the deadweight loss due to the tariff in problem 3. (You may wish to reference figure 6 to answer this question).  
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